every citizen of the EU has the right to work and live in another
• member state without being discriminated against on grounds of nationality and national barriers to the free movement of goods within the EU have • been removed.
After the last two enlargement rounds in 2004 and 2007, the old member states pursued diff erent strategies with respect to the labour market. Some countries (for example, the UK and Sweden) followed an open-door approach and allowed for migration, whereas others like Austria requested derogations, which limit the free movement of workers from the new EU member states for a transitional period of seven years at most. Now, fi ve years after the latest big enlargement round, the old member states may extend the limits to free movement of workers for a fi nal period of two years should they observe major disruptions on their labour markets or the threat thereof.
Over the last years the Austrian labour market has improved substantially, with the unemployment rate reaching its lowest levels in decades in October 2008 (3.2 per cent by Eurostat defi nition). Unfortunately, we have since faced the challenge that this positive trend is now ending. The European Commission forecasts an increase in unemployment until 2010, and several Austrian fi rms have already announced lay-off s and plans to reduce working time. Whether that qualifi es as a major disruption of the Austrian labour market might be questioned, especially as the unemployment rate in the EU as a whole is projected to increase from 7 per cent this year to 8.1 per cent in 2010. So for Austria, to abolish the derogation in principle might be good from an economic point of view, but caution is warranted since it may produce undesired side eff ects, as we face diffi cult times. A more nuanced approach with opening up access for some sectors and some occupations may provide a way out.
THE EFFECTS OF MIGRATION ON LABOUR MARKETS
Migration infl ows change the labour supply in each country and therefore aff ect employment and wages. Moreover, international trade integration also increases the pool of labour available to fi rms by outsourcing or off -shoring. In both cases the domestic labour supply is augmented, therefore migration and trade can be viewed as substitutes to some extent; consequently, outsourcing and off -shoring may also be seen as instances of job migration.
The social eff ects of migration and trade are rather diff erent, as a suffi ciently large number of migrants can also increase the demand for infrastructure. Migration also often leads to people with diff erent cultural backgrounds and diff erent languages living together, which asks for proper integration measures. Therefore, the political debates about migration are often not based on economic arguments alone, and unfortunately the arguments are sometimes driven more by fear than by reason. Economically, migration not only changes the size of the labour supply, it will also change the skill mix. If migrants add to employment, net migration infl ows increase gross domestic product (GDP), but whether they increase GDP per capita depends mainly on the productivity of migrants. Depending on the average skill level of migrants, relative wages of highand low-skilled native workers will change as well at the same time.
Sometimes, migration is actively used to counter shortages on the domestic labour market (for example, software engineers or care personnel). Although this may be useful in the short run, in the long run no country should rely on a permanent infl ow of adequate skills. Therefore, enterprises and governments should aim to produce the demanded skills in suffi cient amount.
Nevertheless, there is competition for employees with very high skills in Europe and such competition is not going to decrease in the future. We should be aware that these people can choose among many potential host countries, which is why measures are needed to make it attractive for them to come and stay here with their families.
Effi ciency gains of migration not only depend on the educational attainment of migrants, but also on the recognition of foreign education by domestic fi rms. Within the EU, the Bologna process created some harmonization for higher education.
Other determinants to maximize the benefi ts of migration are the language skills of migrants and the degree of discrimination in the labour market of the host country. In both respects, national action is warranted.
The social integration of migrants is a precondition for their employment chances and infl uences the wages they receive, also for the so-called second generation of migrants. For the latter the key issue is their access to the national education system of the host country. Again, it is up to the host countries to enhance and widen access to education. There is room for improvement when we look at the current situation in Austria -as in many other countries.
THE EFFECTS OF TRADE ON LABOUR MARKETS
From classical trade theory we learn that in each country the abundant factors of production gain from trade due to specialization. If we assume Ewald Nowotny -9781849802277 Downloaded from Elgar Online at 05/01/2019 08:22:28PM via free access that there are three factors, namely, capital, labour and skills, countries with high GDP per capita like Austria should specialize in capital-and skill-intensive production, and others in labour-intensive production. As a result, relative wages of highly skilled workers could increase and those of low-skilled workers decrease. But we also know that the assumptions of the classical model are unrealistic, for example that all countries regardless of their endowment should use the same technologies and that all fi rms should face constant returns to scale. With respect to intra-EU trade, many new member states have a skill endowment similar to Austria's or the euro area average, therefore according to classical theory increasing trade should change only the relative returns to capital and labour.
New trade theory, which recently has been distinguished with a Nobel prize, would emphasize the importance of economies of scale and agglomeration eff ects, which make the assessment of trade eff ects on labour markets more an empirical matter.
Even if the nominal wages of low-skilled workers in Organisation for Economic Co-operation and Development (OECD) countries are under pressure from increasing trade with low-wage countries, the overall impact on welfare is unclear as they may consume many cheap goods imported from low-wage countries as well. So again, the net eff ect on their real wage has to be determined empirically.
THE ROLE OF LABOUR MARKET INSTITUTIONS
Despite much talk about a European model, we face much heterogeneity of labour market institutions in Europe, and the impact of migration and trade may diff er from country to country. Through more wage fl exibility, employment eff ects of migration or trade may be mitigated, but wage pressures might be more eff ective. Minimum wages may work in the other direction, keeping the wage level high by reducing employment chances of migrants and natives; their actual implications very much depend on the level at which minimum wages are set and the possibilities to circumvent these rules. If many migrants work in the informal sector, minimum wages would not serve as a binding constraint.
The eligibility of migrants for social benefi ts diff ers in Europe. For the labour market outcome it clearly makes a diff erence whether migrants are also covered by employment protection or unemployment insurance. As within the EU, workers from member states may not be discriminated against, it is also important whether benefi ts are only available after a longer period of employment. This would penalize newcomers, which migrants are almost by defi nition. These institutional issues may also be decisive for the migrants' choice of a host country.
GENERAL POLICY IMPLICATIONS
To provide an optimal framework for the economic integration of European labour markets, the top priority should be to improve the economic and social integration of migrants. This integration process should target better access to language skills for non-native speakers and better access to schooling for the low skilled.
Better access to education for the low skilled is warranted in general, also for natives, as the relative wages of low-skilled natives might be dampened by trade or migration.
Finally, policy-makers should aim to distribute the benefi ts from trade and integration more evenly among the population, not only for equity reasons, but also to increase their general acceptance. If the gains from economic integration are (perceived to be) only concentrated among a few, protectionist tendencies will arise.
MONETARY POLICY IMPLICATIONS
Both migration and trade might change productivity and therefore aff ect potential output, which has an eff ect on monetary policy. Hence, it is important for central banks to closely watch the economic eff ects of migration and trade.
If migrants send a signifi cant proportion of their wages back home as remittances, domestic demand in their home countries may be aff ected positively as they receive transfer income. These remittances can partially substitute access to fi nancial markets and help to fi nance consumption and investments.
According to the International Monetary Fund (IMF) data remittances to Moldova amounted to 34 per cent of GDP in 2007, and remittances to Bosnia and Herzegovina reached 23 per cent of GDP; and in both countries remittances substantially exceeded foreign direct investment (FDI) infl ows. For Albania, migrants' remittances were about 15 per cent of GDP in 2006, when FDI infl ows reached only 3.6 per cent of GDP. These fi gures demonstrate the importance of remittances for European low-income countries, and several studies fi nd evidence for their welfare-improving eff ects and their potential to speed up transition; as remittances increase private consumption, the eff ects on fi scal balances are also positive.
